"DNI'NA1DVI DN .Z»._U,&

002 ¢ ~ AOM W%\N%\

m WS OO

N B ___JZ

7 i | [ i

8E€6H0P0

f _________ _________‘________,._______._______,

‘ ,
TR Y




~—

e

I2
-

o AP

o

+ iy s T W e

-

. ..,&;7
‘5 )
-
\\.
N
e

Jackyn Apparel
quality sleepwear;
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innovative and competitive ideas for
creative packaging
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; Topsvme is a private label childrenswear manufacturer, designing
3% A “on trend” “denim driven” related apparel for newborns to size |6.
X V\(al*Mart Target and }CPenney are a few of Topsville’s major marketers.
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also by oﬁerfng global sourcing, creative designs, manufacturing §’o|-utloﬁs
and. productlon management for a wide variety o{;ndustnes -
lﬁ‘ # 7
f g é . // T
' BONNIFJ 4

S
/ ; International

/' Bonnie fnternatlonal designs, manufactures and markets gfivate label
=" handbags, zccessbrks, backpacks and related products

E 3&

JACLYN INC.
maaﬂrepmzow




g a,c&gw Apparel
quality sleepwear,
loungewear and robes




o

<.

T
N

.n\\ﬁ " 3

ﬁ”/!

ﬁt%m@ba&md, t&&ﬁbe/@ |

3 4 gTopsviHe is a private label childrenswear_ manufacturgr. designing
1o “on trend” “denim driven” related apparel for newborns to size 16.
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SELECTED FINANCIAL DATA

We have derived the selected financial data presented below from our audited consolidated financial statements for the fiscal years ended June 30, 2004,
2003, 2002, 2001, and 2000. The selected financial information presented below should be read in conjunction with such consolidated financial statements and

notes thereto.

Years Ended June 30, 2004 2003 2002 2001 2000

Net sales $123,850,000 $108,960,000 $81,031,000 $79,570,000 $72,078,000
Cost of goods sold—see Note | 92,658,000 83,506,000 62,083,000 61,575,000 54,183,000
Gross profit 31,192,000 25,454,000 18,948,000 17,995,000 17,895,000
Shipping, selling and administrative expenses—see Note | and Note 2 27,979,000 23,620,000 19,812,000 17,714,000 17,525,000
Interest expense 574,000 546,000 293,000 234,000 100,000
Interest income (3,000) (5,000) (3,000) (109,000) (136,000}
Provision (benefit) for income taxes 1,184,000 610,000 (415,000) 56,000 146,000
NET EARNINGS (LOSS)—see Note | $ 1,458,000 $ 683000 $ (7390000 $ 100,000 $ 260,000
Weighted average shares—Basic 2,531,000 2,521,000 2,561,000 2,644,000 2,710,000
Net earnings (loss) per common share—Basic $ 58 3 27 % (29) s 04 3 10
Weighted average shares—Diluted 2,687,000 2,547,000 2,561,000 2,644,000 2,710,000
Net earnings (loss) per common share—Diluted $ 54 3 27 3 (29) % 04 3 .10
Total assets $ 34,489,000 $ 33,005,000 $35418,000 $25031,000 $26,476,000
Long-term liabilities $ 2,880,000 $ 3023000 $ 61,000 $ 100,000 $ —
Stockholders’ equity $ 17,276,000 $ 16,220,000 $15824,000 $16,563,000 $16,857,000

Note I: Fiscal 2002 includes a pre-tax charge relating to the Topsville, Inc. acquisition, totaling $1,289,000 ($825,000 after tax), of which $389,000 is included in Cost of Goods Sold for an adjustment to inventory
based upon the assessed fair value, and $900,000 included in Shipping, Seiling and Administrative Expenses, for the amortization of apen order backlog.

Note 2: Fiscal 2001 and 2000 includes goodwill amortization of $112,000 and $95,000, respectively.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (Continued) .

Goodwill

We evaluate goodwill annually or whenever events and changes in circum-
stances suggest that the carrying amount may not be recoverable from its
estimated future cash flows. In making this assessment, management relies
on a number of factors including operating results, business plans, economic
projections, anticipated future cash flows and marketplace data. A change
in these underlying assumptions may cause a change in the results of the
tests and, as such, could cause fair value to be less than the carrying value.
In such event, we would then be required to record a charge which would
impact earnings.

Deferred Taxes

Should the Company determine that it becomes more likely than not that
it would not be able to realize all or part of its net deferred tax asset in the
future, an adjustment to the deferred tax asset would be charged to income
in the period such determination was made.

LIQUIDITY AND CAPITAL RESOURCES

The net increase in cash and cash equivalents for the fiscal year ended
June 30, 2004 of $560,000 was the result of funds provided by operating
activities totaling $1,140,000, offset by funds used in investing activities of
$290,000 and by funds used in financing activities totaling $290,000. Net
cash provided by operating activities resulted primarily from net earnings
of $1,458,000, a decrease in inventory levels totaling $1,788,000, reflecting
higher fourth quarter sales in fiscal 2004 compared to the prior comparable
period, and an increase in accounts payable and other current liabilities of
$534,000. Offsetting these positive cash flow factors was an increase in
accounts receivable totaling $3,128,000. Cash used in investing activities
totaling $290,000 was for purchases of property and equipment. Funds used
in financing activities were, for the most part, related to the repurchase
of the Company’s Common Stock under the Company’s stock repurchase
program and from the exercise of stock options offset by an increase in
bank_borrowing. ) . . ‘

On October 23, 2003, the Company amended its bank credit facility. The
amended facility, which expires December [, 2005, provides for short-term
loans and the issuance of letters of credit in an aggregate amount not to
exceed $40,000,000. Based on a borrowing formula, the Company may

6

borrow up to $25,000,000 in short-term loans and up to $40,000,000
including letters of credit. The borrowing formula was also modified to allow
for an additional amount of borrowing during the Company’s peak borrowing
season from july to November. Substantially all of the Company’s assets are
pledged to the bank as collateral (except for the West New York, New
Jersey facility, which has been separately mortgaged, as noted below). The
line of credit has a financial covenant requiring that the Company maintain

a minimum tangible net worth of $12,000,000 through June 30, 2004.

The Company is in compliance with this financial covenant as of June 30,
2004. Borrowing on the short-term line of credit, as of June 30, 2004, was
$4,220,000, and the Company had $7,597,000 of additional availability (based
on the borrowing formula) under the credit facility at that date. At June 30,
2004, the Company was contingently obligated on open letters of credit
with an aggregate face amount of approximately $16,256,000. Interest on
borrowings under the line of credit is at the bank’s prime rate or at LIBOR
plus 250 basis points, at the option of the Company. The bank’s prime rate
at June 30, 2004 was 4.25%.

On August 14, 2002, the Company consummated a mortgage loan with
a bank lender in the amount of $3,250,000. The financing is secured by a
mortgage of the Company’s West New York, New Jersey headquarters
and warehouse facility. The loan bears interest at a fixed rate of 7% per
annum. The financing has a fifteen-year term, but is callable by the bank
lender at any time after September |, 2007 and may be prepaid by the
Company, along with a prepayment fee, from time to time during the term of
the financing.

The Company believes that funds provided by operations, existing working
capital, and the Company’s bank line of credit will be sufficient to meet
foreseeable working capital needs. Reference is made to Note E, “Credit
Facilities,” of the Notes to Consolidated Financial Statements for additional
information about the Company’s credit line.

There were no material commitments for capital expenditures at June
30, 2004.

The Company-previously-announced-that the-Board-of Directors-authorized-
the repurchase by the Company of up to 350,000 shares of the Company’s
Common Stock. Purchases may be made from time to time in the open
market and through privately negotiated transactions, subject to general
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS (Continued)

customers, offset by a $568,000 decrease in our handbag business, where
licensed products were in less demand.

Overall gross margins were 25.2% in 2004 compared to 23.4% in the prior
fiscal year.

Gross margins by category were as follows:

Gross margin for the Apparel category in 2004 improved to 26.6% from
23.9% in the prior fiscal year. The 2.7 percentage point increase was primar-
ily attributable to higher margins contributed by the children’s apparel busi-
ness due to a favorable product mix, offset by lower margins in the women’s
sleepwear business attributable to increased cotton and other raw material
prices in the Far East, as well as an increase in the level of shipments to
discounters during this period.

Gross margin for the Handbags category decreased to 20.4% in 2004
compared to 21.8% in the similar prior year. A lower gross margin in the
handbag business, for the most part, reflects marketplace competition on
several programs causing this division to reduce its gross profit margin to
an acceptable level in order to maintain sales. The overall decrease was
not completely offset by slightly higher gross profit margins in the premium
business.

Shipping, selling and administrative expenses increased by $4,359,000 in
fiscal 2004 to $27.979,000 (22.6% of net sales). The prior fiscal year totaled
$23,620,000 (21.7% of net sales). The increase was mainly due to volume/
mix related expenses in fiscal 2004 compared to the prior fiscal year. A sig-
nificant part of the increase related to higher selling commissions as a result
of changes in sales mix (an increase of $1,370,000), product development
{an increase of $991,000), higher royalty expense (an increase of $904,000)
relating to additional licensed product sales, an increase related to a charge
for a union pension withdrawal liability (an increase of $500,000), and higher
business and employee health care insurance premiums totaling approxi-
mately $65,000. Reference is made to Note ], “Employees’ Benefit Plans,”
of the Notes to Consolidated Financial Statements for additional information
about the increase in the reserve for the union pension withdrawal liability.

Interest expense was $574,000, an_increase of $28,000_from. the last fiscal
year, reflecting an increased level of bank borrowing necessary to finance the
increased volume of business in the current fiscal year compared to fiscal
2003. The slight increase was offset somewhat by an approximately one-
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half percent lower average interest rate in fiscal 2004 compared with the
prior year.

Net earnings of $1,458,000 for the fiscal year ended June 30, 2004 com-
pared to net earnings of $683,000 in the prior year. This year’s higher net
earnings were primarily due to higher sales and gross margins, not completely
offset by higher shipping, selling and administrative expenses, and higher
interest expense, as discussed above.

2003 Compared to 2002

Net sales for fiscal 2003 totaled $108,960,000, an increase of $27,929,000,
or 34.5%, compared to the prior fiscal year. Sales by category were as follows:

Net sales for the Apparel category in fiscal 2003 were $82,615,000,
or $33,612,000 higher than the prior fiscal year. This 68.6% increase was
primarily due to the inclusion of a full year of net sales of Topsville in the
current year, compared with only six months of sales in the prior year. In
addition, higher levels of shipping to existing and new customers of the
women’s sleepwear business, mostly during the first half of the Company’s
fiscal year, accounted for the remainder of the increase in this category.

Net sales for the Handbags category in fiscal 2003 were $26,345,000, or
about 18% lower than the prior fiscal year’s total of $32,028,000. The sales
decrease mostly reflected the non-renewal of the Anne Klein license and
lower sales for the premium bag business, offset somewhat by higher sales
in the children’s handbag division.

Gross margins were 23.4% in both fiscal 2003 and 2002. However, the
period ended June 30, 2002 includes a $389,000 expense related to the por-
tion of purchase costs allocated to inventory for the acquisition of Topsville
in January 2002, which had the effect of decreasing last year's gross margins
by one-half of one percent.

Gross margins by category were as follows:

Gross margin for the Apparel category in 2003 increased to 23.9% in
2003 from 21.9% in 2002. The 2.0% increase was primarily attributable to
better 2003 full-year margins in the children’s apparel business, acquired in
January 2002.

Gross margin for the Handbags category in 2003 decreased to 21.8% in
2003 from 26.9% in 2002. This decrease was mainly due to the non-renewal
of the Anne Klein licensing business and lower competitive margins in our
premium business, offset to some extent by better children’s handbag margins.

JACLYN, INC. AND SUBSIDIARIES 2004 ANNUAL REPORT
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CONSOLIDATED BALANCE SHEETS

June 30, 2004 2003

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, less sales returns, sales discounts, sales allowances and

$ 626,000 $ 66,000

allowance for doubtful accounts: 2004: $2,561,000; 2003: $2,692,000 17,894,000 14,778,000
inventories ) 7,877,000 9,665,000
629,000 696,000

Prepaid expenses and other current assets
907,000 1,079,000

27,933,000 26,284,000

Deferred income taxes

Total current assets

Property, plant and equipment—net 1,069,000 1,147,000
Goodwili 3,338,000 3,338,000
Other assets 1,645,000 1,342,000
Deferred income taxes 504,000 894,000

$34,489,000 $33,005,000

(Continued)

10
JACLYN, INC. AND SUBSIDIARIES 2004 ANNUAL REPORT




140d3¥ IVNNNY $00Z SINVIAISENS ANV “DNI ‘NATOV]
11

1D}S [DUDUY P 2 asay Jo 1od jp1333u1 up 3o sal0u Bukuodwordp ayy

P

000'S00‘EES  000°68%‘VES
000°0ZT'91 000°9LT LI Aunba siepjoyydois [e10]
000'%7S°L 000°661°9 * (saueys £50°206 €007 PUE $S8'T68 ‘#00T) 1503 18 52015 Aunsead 5§37
000'b+L'€T 000°'SLYET
000'85'8 000°91L°6 s3uiules paurelsy
000°211'T1  000°06£°01L [endes ui-pied [euonippy
000'69€'€  000'69€'€ sa.eyS 089'19%'T €00T PUE 6/8°SLH*T $00T ‘Buipueasino
{SoURYS £€/'89€°E (€007 PU® $00T P3INSS! (saueys 0OO'000'S PIZIHOYINE 1j§ SNjEA Jed 3535 SIS
suocu ‘Bulpuels3no pue pansst ‘saleys GGO'000°| ‘PRZIMOYINE :| ¢ anjeA ded H0l§ pauts)Rly
:fuinba suapjoydoig
Q SION—SIIDONIONILNOD ANV SINIWLINWOD
000°€€T 000°s1 SaXE) BWOIU| PaLIByR(]
000'€20°€ 000°088°C ajqeded a3ediu0y
000°675°€ | 000°81EVI S3131|IqEI| 3UB4JND [B30)
000°¢€€| 000°r | uonuod juaisnd—ajqeded adediuol
000°£06 000°9Z¥°1 saN|IqQeI| JUB4IND JIYIQ
000°0+8 000°06¢%°1 sasuadxa pajejaJ pue [jolked pansddy
000°69¢ 000999 ajqeded suoissiunwo?)
000°S0£°L 000°€LE’9 ajqeded s3unoody
000's/6'€ $ 000°0ZT'v $ yueq—ajqeded sa10N

:sanl|iqel| JuaLInD
Annb3 saspjoyyd03s pue sanpqer

£00T

00T

‘0 aunf




CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended june 30, 2004 2003 2002
Net sales $123,850,000 $108,960,000 $81,031,000
Cost of goods sold 92,658,000 83,506,000 62,083,000
Gross profit 31,192,000 25,454,000 18,948,000
Shipping, selling and administrative expenses 27,979,000 23,620,000 19,812,000
Interest expense 574,000 546,000 293,000
Interest income (3,000) (5,000) (3,000)
EARNINGS (LOSS) BEFORE INCOME TAXES 2,642,000 1,293,000 (1,154,000)
PROVISION (BENEFIT) FOR INCOME TAXES 1,184,000 610,000 (415,000)
NET EARNINGS (LOSS) $ 1,458,000 $ 683000 $ (739,000)
NET EARNINGS (LOSS) PER COMMON SHARE—BASIC $ 58 % 27 % (:29)
Weighted average number of shares outstanding—basic 2,531,000 2,521,000 2,561,000
NET EARNINGS (LOSS) PER COMMON SHARE—DILUTED $ 54 % 27 % (-29)
2,687,000 2,561,000

Weighted average number of shares outstanding—diluted

2,547,000

The accompanying notes are an integral part of these consolidated financial statements.

JACLYN, INC. AND SUBSIDIARIES 2004 ANNUAL REPORT
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended June 30, 2004 2003 2002
CASH FLOWS FROM OPERATING ACTIVITIES:
Net earnings (loss) $ 1,458,000 $ 683000 $ (739,000)
Adjustments to reconcile net earnings (loss) to net cash provided by (used in) operating activities:
Depreciation and amortization 378,000 364,000 341,000
Deferred income taxes 344,000 398,000 (463,000)
Provision for doubtful accounts 12,000 5,000 123,000
Fair Value Adjustment—Topsville acquisition — — 1,289,000
Changes in assets and liabilities:
(Increase) in accounts receivable (3,128,000) (116,000) (5,837,000)
Decrease (increase) in inventories 1,788,000 1,730,000 (230,000)
Decrease (increase) in prepaid expenses and other current assets 67,000 (242,000) (833,000)
(Increase} decrease in other assets (313,000) 163,000 (73,000)
Increase in accounts payable and other current liabilities 534,000 745,000 2,853,000
Net cash provided by (used in) operating activities 1,140,000 3,730,000 (3,569,000)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment (290,000) (300,000) (89,000)
Acquisition cost — — (2,153,000)
Net cash-used in investing activities $ (290,000) $ (300,000) $(2,242,000)
(Continued)
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE A—SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

Jaclyn, Inc. and its subsidiaries (the “Company”) are engaged in the design,
manufacture, marketing and sale of apparel, handbags, accessories and related
products. The Company sells its products to retailers, including department
and specialty stores, national chains, major discounters and mass volume and
catalog retailers, throughout the United States.

The consolidated financial statements include the accounts of the Company
and all of its wholly-owned subsidiaries. All significant intercompany transac-
tions and balances have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires man-
agement to make estimates and assumptions that affect the reported amounts
of assets and liabilities, and disclosure of contingent liabilities at the date of
the financial statements, and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

The most significant estimates made by management include those made
in the areas of inventory, receivables, deferred taxes, contingencies and the
assessment of the recoverability of goodwill, pensions, and sales returns
and allowances.

Management periodically evaluates estimates used in the preparation of
the consolidated financial statements for continued reasonableness. Appro-
priate adjustments, if any, to the estimates used are made prospectively
based on such periodic evaluations.

Cost of Goods Sold

Cost of goods sold includes the following: purchasing and receiving costs,
factory inspections, customs duty, freight-in (including ocean and air freight),
marine insurance, brokerage, in-bound trucking and other freight, internal
transfer costs and other costs of our distribution network.
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Shipping, Selling, and Administrative Expenses

Shipping, selling, and administrative expenses include the following: public
warehousing, carton and shipping expenses, warehouse supervision, safes-
men’s salaries and commissions, showroom costs, salesperson’s travel and
entertainment and other misceflaneous costs relating to the selling of prod-
ucts, design and sample making, accounting and computer costs, management
and general supervisory costs and related overhead. Charges recorded in
the consolidated statement of operations for shipping and handling costs
amounted to $2,804,000, $2,836,000, and $2,133,000 for the years ended
june 30, 2004, 2003 and 2002, respectively.

The Company currently leases approximately 70,000 square feet of its
West New York, New Jersey facility to outside parties. This rental income,
amounting to approximately $238,000, $196,000 and $252,000 in fiscal
2004, 2003 and 2002, respectively, is used to offset a portion of the oper-
ating cost of the building and, as such, is included in our shipping, selling and
administrative expenses.

Cash and Cash Equivalents

Cash in excess of daily requirements is invested in certificates of deposits
and money market funds with original maturities of three months or less.
Such investments are presented as cash equivalents.

Fair Value of Financial Instruments

The carrying amount of cash, accounts receivable, accounts and notes
payable and accrued expenses are assumed to approximate fair value due
to their short maturities. The carrying value of the bank loan, which bears
interest at a variable rate, approximates fair value. The carrying value of the
mortgage loan approximates fair value based upon the relatively small change
in interest rates since inception of the mortgage.

Inventories

Inventory is carried at the lower of cost on a first-in, first-out basis, or
market. Management writes down inventory for estimated obsolescence or
unmarketable inventory based upon assumptions about future demand and

‘markeét conditions.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Stock-Based Compensation

The Company periodically grants stock options to employees. Pursuant to
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued
to Employees,” the Company accounts for stock-based employee compen-
sation arrangements using the intrinsic value method. The Company has
adopted the disclosure-only provisions of Financial Accounting Standards
Board Statement No. 123, “Accounting for Stock Based Compensation,”
as amended by Financial Accounting Standards Board Statement No. 148,
“Accounting for Stock Based Compensation—Transition and Disclosure, an
Amendment of FASB Statement No. 123.” See Note F to the Company’s
Consolidated Financial Statements. If compensation cost for the Company’s
stock option plans had been determined in accordance with the fair value
method prescribed by SFAS No. 148, the Company’s net earnings (loss)
would have been:

Fiscal Year Ended June 30,

2004 2003 2002
Net earnings (loss)
As reported $1,458,000 $683,000 $(739,000)
Deduct: Total stock based employee
compensation expense determined
under fair value based method, net
of taxes 26,000 183,000 —
Pro forma net earnings (loss) $1,432,000 $500,000 $(739,000)
Basic net earnings (loss) per share:
As reported $ 58 % 27 % (:29)
Pro forma $ 57 8 20 $ (:29)
Diluted net earnings (loss) per share:
As reported $ 54 3 27 % (:29)
Pro forma $ 83 % 20 % (.29)

18

The fair value of each option grant is estimated on the date of each grant
using the Black-Scholes option-pricing model. Since options are granted
at fair value, no compensation expense has been recorded. The following
weighted average assumptions were used for grants in 2004 and 2003: risk-
free interest rate of 3.25% and 4.75%, expected life of 10 years; expected
volatility of 161% and 43%; dividend yield of 0%. The fair values generated
by the Biack-Scholes model may not be indicative of the future benefit, if any,
that may be received by the option holder.

Revenue Recognition

Revenue is recognized at the time merchandise is shipped or received -
by a third party consolidator, normally the same day of the shipment. The
Company offers various sales discounts and incentives to its customers.
These discounts and incentives are recorded at the time of sales as a reduc-
tion of sales based on historical experience and the terms of agreements, if
any, between the Company and its customers. Products are shipped directly
to customers using third party carriers. The customer takes title and assumes
the risks and rewards of ownership of the products when the merchandise
leaves the Company’s warehouse or is received by a third party consolidator,
as applicable.

Shipping and Handling Costs

Included in Shipping, Selling and Administrative Expenses are all shipping
and handling costs incurred by the Company. included in revenues are all
amounts billed to a customer in a sale transaction related to shipping and
handling. Shipping and handling reimbursements included in revenue amounted
to approximately $7,000, $7,000 and $24,000 for the years ended June 30,
2004, 2003, and 2002, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

On April 30, 2003, the FASB issued SFAS 149, “Amendment of Statement
133 on Derivative Instruments and Hedging Activities.” SFAS 149 is intended
to result in more consistent reporting of contracts as either freestanding
derivative instruments subject to SFAS 133 in its entirety, or as hybrid instru-
ments with debt host contracts and embedded derivative features. In addi-
tion, SFAS 149 clarifies the definition of a derivative by providing guidance
on the meaning of initial net investments related to derivatives. There was
no impact on the consolidated financial statements from the adoption of
SFAS 149.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain
Financial Instruments with Characteristics of Both Liabilities and Equity.”
This standard requires an issuer to classify certain financial instruments as
liabilities. lt also changes the classification of certain common financial instru-
ments from either equity or presentation to liabilities and requires an issuer
of those financial statements to recognize changes in fair value or redemp-
tion amount, as applicable, in earnings. SFAS [50 is effective for financial
instruments entered into or modified after May 31, 2003, and with one
exception, is effective at the beginning of the first interim period beginning
after June 15, 2003. The adoption of SFAS 150 at this time has had no impact
on the Company's results of operations, financial position or cash flows.

Reclassifications
Certain items in prior years have been reclassified for comparative purposes.

NOTE B—INVENTORIES
Inventories consist of the following:

June 30, 2004 2003
Raw material $2,932,000 $3,874,000
Work in process 450,000 1,506,000

Finished goods 4,495,000 4,285,000

$7,877,000 $9,665,000

NOTE C—PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment is summarized as follows:

June 30, 2004 2003

Land $ 162,000 $ 162,000
Buildings 1,181,000 1,181,000
Machinery and equipment 1,225,000 1,183,000
Furniture and fixtures 347,000 317,000
Leasehold improvements 1,197,000 1,127,000
Automobiles and trucks 89,000 94,000

4,201,000 4,064,000
3,132,000 2,917,000

$1,069,000 $1,147,000

Less: accumulated depreciation and amortization

Depreciation and amortization expense of $378,000, $364,000 and
$341,000 was recorded during the years ended june 30, 2004, 2003 and
2002, respectively.

NOTE D—COMMITMENTS AND CONTINGENCIES

The Company leases office facilities under non-cancelable leases, with
escalation clauses, that expire in various years through the year ended
June 30, 2009.

Future minimum payments under non-cancelable operating leases with
initial or remaining terms of one year or more are as follows:

Office and
Year Ended June 30, Showroom Facilities
2005 $852.000
2006 794,000
2007 729,000
2008 532,000
2009 613,000

JACLYN, INC. AND SUBSIDIARIES 2004 ANNUAL REPORT
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The Company’s 2000 Stock Option Plan, as amended ( the “2000 Plan™),
originally provided for the grant of options to purchase up to 300,000 shares
of Commeon Stock, and was amended during fiscal 2004 to increase the
number of shares of Common Stock for which options may be granted by
an additional 250,000 shares. The 1990 Stock Option Plan of the Company,
as amended (the “1990 Plan”), provided for the grant of an aggregate of
500,000 shares of Common Stock. Options may no longer be granted under
the 1990 Plan, although at June 30, 2004 options to purchase 87,500 shares
of Common Stock remained outstanding. Stockholders of the Company had
also approved a 1984 Stock Option Plan of the Company (as amended, the
“1984 Plan”), which originally provided for the grant of up to 125,000 shares
of Common Stock. Options may no longer be granted under the 1984 Plan
and, at June 30, 2004, the last remaining options granted under the 1984
Plan expired. The Company also has in effect the 1996 Non-Employee

Director Stock Option Plan (the “1996 Plan,” and together with the 1990
Plan and the 2000 Plan, the “Plans”), under which options to purchase
up to 100,000 shares of Common Stock may be issued to non-employee
directors of the Company.

Under the Plans, the Board of Directors determines the per share option
price which, in the case of incentive stock options granted and to be granted
under the 1990 Plan, may not be less than the fair market value of the shares
of Common Stock subject to the option on the date of the grant, or 110%
of the fair market value for individuals who own or are deemed to own
more than 10% of the combined voting power of all classes of stock of the
Company. Options, which may be granted to October 2010, under the 2000
Plan and November 2006, under the 1996 Plan, are exercisable as deter-
mined by the Board of Directors at the time of grant.

Stock option transactions are summarized below:

2004 2003 2002

Weighted Average

Weighted Average Weighted Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price
Qutstanding-—beginning of year 720,161 $2.95 412,161 $3.53 422,161 $3.99
Granted 10,000 1.95 322,000 1.75 — —
Exercised (303,500) 2.45 — — — —
Expired (39,161) 9.54 — — — —
Forfeited (10,000) 2.21 (14,000) 2.86 (10,000) 4.06
Outstanding and exercisable-—end of year 377,500 $2.26 720,161 $2.95 412,161 $3.53
Weighted-average fair value of options granted during the year $4.81 $1.08 $ —

During the fiscal year ended June 30, 2004, certain officers of the Company
exercised options to purchase 290,500 shares of the Company’s Common
Stock. As permitted by the applicable stock option plan and contracts gov-

erning the options, the officers tendered-to-the-Company and-the Company.
purchased in partial payment of the exercise price for 210,500 of these

options, 164,141 mature shares of Common Stock, with a market value of
$569,000. During the same period, the Company repurchased 4,725 shares
from employees who received distributions from the Company’s ESOP at a
price of $19,000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

NOTE I—ACQUISITIONS

In January 2002, the Company acquired all of the issued and outstanding
stock of Topsville, inc., a New York City based manufacturer and distributor
of private label infants’ and children’s clothing. The tangible and intangible
assets acquired include, among other things, finished goods, work-in-process
and raw material inventory, customer orders, trade names, office leases in
New York City and Hong Kong, an office/warehouse facility in Florida, and
office equipment, furniture and fixtures. The aggregate purchase price for
the acquisition was $3,246,000 (excluding transaction costs of $407,433),
of which $1,746,000 was paid at the closing of the transaction and the
remainder of which was paid during the fifteen-month period after closing.
At June 30, 2003, the entire obligation under the purchase agreement had
been paid.

The Company recorded a pre-tax charge to earnings of $1,289,000
($389,000 to cost of goods sold for the write-up of inventory, and $900,000
to amortization expense related to the order backlog, within selling and
administrative expenses) for the year ended June 30, 2002. These charges
primarily represent a fair value adjustment representing the write-up of
the inventory purchased from Topsville, Inc:, and the purchase order back-
log acquired from Topsville which was amortized over the period that the
related revenue was recorded by the Company which was from the date of
acquisition to June 30, 2002. The remaining $79,000 of backlog allocated to
open orders acquired with the acquisition was charged to earnings during
the first quarter of fiscal year 2003.

The changes in the carrying amount of goodwill during the years ended
June 30, 2004 and 2003 are as follows:

2004 2003
Balance as of beginning of year $3,338,000 $3,342,000
Goodwill adjusted during the period — (4,000)
$3,338,000

$3,338,000

NOTE ] —EMPLOYEES’ BENEFIT PLANS

The Company has a trusteed, defined-benefit pension plan for certain of
their salaried and hourly personnel. The plan provides pension benefits that
are based on a fixed amount of compensation per year of service, career
average pay or on the employee’s compensation during a specified number
of years before retirement. The Company’s funding policy is to make annual
contributions required by the Employee Retirement Income Security Act
of 1974.

Fiscal Year Ended Jjune 30, 2004 2003

CHANGE IN BENEFIT OBLIGATION:
Net benefit obligation at beginning of year $4,735,000  $4,442,000
Service cost 332,000 311,000
Interest cost 278,000 260,000
Actuarial loss 393,000 424,000
Gross benefits paid (148,000) (702,000)
Net benefit obligation at end of year $5,590,000 $4,735,000

CHANGE IN PLAN ASSETS:
Fair value of plan assets at beginning of year $4,574,000 $4,379,000
Employer contributions 693,000 573,000
Gross benefits paid (148,000) (702,000)
Actual return on plan assets 178,000 324,000
Fair value of plan assets at end of year 5,297,000 4,574,000
Funded status at end of year (293,000) (160,000)
Unrecognized net actuarial loss 1,802,000 1,399,000
Unrecognized transition amount (9,000) (48,000)
Unrecognized prior service cost 1,000 1,000
Prepaid benefit costs $1,501,000 $1,192,000

JACLYN, INC. AND SUBSIDIARIES 2004 ANNUAL REPORT
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The Company maintains a non-contributory Employee Stock Ownership
Plan (the “ESOP") and Trust, for its employees who are not covered by a
Contributions to the ESOP are at the dis-
cretion of the Company’s Board of Directors. There was no ESOP expense
for the years ended June 30, 2004, 2003 and 2002.

Vesting occurs after five years of service. However, if the ESOP is deemed

collective bargaining agreement.

“top-heavy,” vesting will occur at the rate of 20% per year after the comple-
tion of the second year of service.

The Company has a 401(K) savings plan for the benefit of its Topsville, Inc.
employees, which existed prior to the Company’s acquisition of Topsville.
No contributions by the Company were made during fiscal 2004.

The Company recently entered into an amendment to its collective bar-
gaining agreement with Local 62-32, UNITE, AFL-CIO, which covers all 16 of
Jaclyn’s union employees. The term of the agreement has been extended until
October 31, 2006. The agreement allows the Company, in its discretion,
to withdraw from the Union’s multi-employer pension plan. A withdrawal
would terminate the Company’s obligations to make future contributions to
the pension plan, although the Company would be required to contribute
to the union’s 401-K plan and as such, had not recorded any charge relating
to this contingency in its consolidated financial statements. During fiscal
2004, the Company decided to withdraw from the pension plan. This deci-
sion obligates the Company for a portion of the unfunded pension obligation.
The final determination of the withdrawal liability is impacted by the timing
of the final settlement by the Company to withdraw from the plan and the
continued participation of other companies that contribute to the pension
plan. Based on the latest information provided to the Company by the union,
the estimated present value is approximately $500,000.

26

NOTE K—NET EARNINGS (LOSS) PER SHARE
The Company’s calculation of Basic and Diluted Net Earnings (Loss) Per
Share are as follows:

Year Ended June 30, 2004 2003 2002

Basic Net Earnings (Loss)
Per Share:

Net Earnings (Loss) $1,458,000 $683,000  $(739,000)

Basic Weighted Average Shares

Outstanding 2,531,000 2,521,000 2,561,000

Basic Net Earnings (Loss) Per

Common Share $ .58 $ 27 % (:29)

Diluted Net Earnings (Loss)
Per Share:

Net Earnings (Loss) $1,458,000  $683,000  $(739,000)

Basic Weighted Average Shares
Outstanding
Add: Dilutive Options

Diluted Weighted Average Shares
Qutstanding

2,531,000
156,000

2,521,000
26,000

2,561,000
@)

2,687,000 2,547,000 2,561,000

Diluted Net Earnings (Loss) Per

Common Share $ 54 3 27 3 (29)

(a) Options are not considered part of the diluted weighted average share calculation where there is a
loss for the period, since they would be anti-dilutive.

Options to purchase 256,000 common shares were outstanding as of
June 30, 2003 but were not included in the computation of diluted earnings
per share because the exercise price of the options exceeded the average
market price and would have been anti-dilutive.

JACLYN, INC. AND SUBSIDIARIES 2004 ANNUAL REPORT
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Jaclyn, Inc.
West New York, New Jersey

We have audited the accompanying consolidated balance sheets of Jaclyn, Inc. and subsidiaries as of June 30, 2004 and 2003, and the related consolidated
statements of operations, stockholders’ equity and cash flows for each of the three fiscal years in the period ended June 30, 2604. These financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting princi-

ples used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Jaclyn, Inc. and subsidiaries as
of June 30, 2004 and 2003, and the results of their operations and their cash flows for each of the three fiscal years in the period ended June 30, 2004, in
conformity with accounting principles generally accepted in the United States of America.

Q@&«\& s Jowche LU

Deloitte & Touche LLP

September 28, 2004
New York, New York

28 .
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